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subject to price cap and other incentive regulation. Klick Reply Decl *€ 59-60. The well-
established cost factor or "ACEF™ approach reflects the reality that competition and advances in
technology lead to substantial veductions in operating expenses. Long historical experience
confirs that those cost reductions will track expected reductions in investment from historical
levels. Jd: Klick Decl. ** 111-121.

The Bells now contend that the Commission should profiibir state commissions from
using this long-standard approach to expenses, because, according to the Bells, their own
expenses cannot be expected to decline in tandem with reductions in investment relative to
historical Jevels, The Bells present no actual evidence that this is so: indeed, as detailed below
and in the declarations of Mr. Klick, the evidence is 1o the contrary. Morcover. the Bells®
propascd alternative——using their actual. ecmbedded operating expenses—-1s flatly insupportable.
Fhe Bells clami that embedded costs are appropriate because price cap regutation has made them
citicient. but, as demonstrated above, that 1s plainly false. And cven if price caps had made the
HLECs efficient in the operation of their existing networks, embedded costs would still not be a
reasonable proxy for efficient forward-looking costs, for the simple reason that the new maodern
cyuipricnt that an efficient entrant would deployv today would have substantially lower operating

and mamfcnance costs,

1. Embedded Expenses Cannot Serve As a Proper Basis for Determining
Forward-Looking Ixpenses.

The TLECS current expenses cannot be presueed to approsomate foraand-feoking costs,
The ILECs™ embedded expenses must be reduced by a cost factor, because an efficient, forward-
looking network would consist of improved systems require less maintenance and labor than the
HLECs™ current networks, AT&T at 101 [ anything, the use of an ACEF may well overswaie
torward-looking costs, because such ratios do not tully capture the expense reducing effects of

newer, state-of-the-art assets that are Tess costly to operate and maintain than the assets refiected
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m the ILECS” embedded asset base. Klick Decl, o 122-129; Klick Reply Deel. € 58 Indeed.
the TLECS™ own current cost-cutting efforts belic any notions that their current networks are
optimally ctficient. See Klick Deel. #% 123:125: Klick Reply Decl. ¢ 61-63. Thus, as the
Virginia Arbitration Order recognized, the [LECS” cxisting expenses do not reflect those of an
efficient carvier. Virginia Arbitration Order *¢ 136-160."

The experience of other network industries iy strong evidence that a provider of
telecommunications services operating in a competitive or contestable market can reasonably be
cxpected to achieve, on a long-run-basis, reductions in expenses comparable to those gencrated
by applving the ACF. See Klick Deel, *¢ 111-121: Klick Reply Deel * 59 But evidence from
the telecommunications industry itself helies any notton that the ILECs™ expenses will remain
constant. See, e.g.. Klick Reply Decl. #* 67-70 (deseribing downward trend in prices of state-of-
the-art equipmenty. The Bells™ own recent cost-cutting initiatives reflect a recognition that they
can, and will. reduce their expenses substantially in the future. Technological improvements and
advances In manufacturing processes, which are fur less labor-intensive. make it CVEN More
hikely that expenses will decrease substantially on a forward-looking basis. Klick Decl, *¢ {27
129 Klick Reply Decl. ¢ 66,

The Bells fail to substantfiate their ¢laims, Although Verizon alleges that “incumbents”
operating expenses have actually been increasing,™ it cites only its own data to support that claim
~and those data reflect only a subsct of Verizon's total expenses. See Verizon at 39 (describing
increases i its network, marketing and corporate expenses and its general and administrative

overhead).  Even those data are entitled to no weight, for Verizon has identified neither the

'3 Contrary 1o SBC's contention, basing forward-looking  expenses on the 1LEC's actual

experience would not “climinate the need for the Commission to rehy on speculation about
forward-fooking improvements or assumptions about what factors might influence expenses
going forward.” The 1LECs' own cost data do not fully and accurately capture its “actual
experience.” See Klick Decl. *#* 1222130,
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source nor the basis of the data. 7d The data are also largely drawn from \erizon retenf
operations, which are not directly relevant to the wholesale CxXpenses at issue in setting UNE
prices.

And those data comparisons between 1991 and 2002 are, on their face, highly suspect.
Verizon, for example, has made the opposite claims to the investing public, stating that jts
mergers with GTE and NYNEX would result in over $1 billion s ings in ongoing costs. Klick
Reply Dech € 71-75. Verizon offers absolutely no basis tor its assertion that labor costs and the
expenses associated with “sophisticated digital cquipment” will increase. 7 In fact. the
evidence shows that, contrary to Verizon's assertions. improvements i new technology and
more ctficient procedures have enabled carriers 1o reduce the Jabor costs in such arcas as the
construction of outside plant. /d *¢ 77-78. Furthermore, Verizon®s argument regarding the
complexity of the repair of “sophisticated digital equipment™ is refuted by the above-deseribed
evidence that the newer-generation assets upon which the investments in a torward-looking
actwork are based are more efficient. und Jess costly to maintain, than the asscts reflected in

. . . :4
Verizon's current investnient base.
o . . P  pess . N
Qwest's claim that state commissions and CLEC cost studies have recogmized only a “small
fraction™ ot its embedded expenses is based on bad data and is disingenuous. Qwest at 47 First,
The accuracy of those data are kighly questionable. A 1995 report by the accounting Sateguards
Division of the Commission’s Common Carrier Bureay found that 24.7 of the records that it
sampled regarding Qwests plant cither were not found or could not be verified. The report
further concluded that significant questions existed as to the valuation of then-US Woest s plant.
and that the problems revealed in the audit were continuing problems that were unlikely to be
corrected for some time. See Audit of the Comtinuing Property Records of US WEST Telephone
Operating Companies As of June 30, 1997, dated December 22,1998, 9% 3 36-37. Furthermare,
at the time of the UNE rate proceedings to which Quwest refers, Qwest's financial results were in
question, and Qwest could not verify the accuracy of its reported ARMIS date. In any event,
even 1f embedded expenses could be a suitable surrogate for forward-looking costs (and they
cannot}, Qwest calculated its “fractjons” by using the embedded expenses for its entire network
as the denominator.  These expenses are overinclusive, because they miproperly encompass (1)
expenses attributable to its retail operations, contrary to the Commission™s repulations {see 47

C.F.R.§505(d)(2)), and (2) the expenses for afl of the UNEs that Quwest provides- i contrast to
fcontimued | )

117



Replv Conuntents of ATRT Corp W Docket No. 03-173

Qwest’s “empirteal evidenee™ is ikewise valucless, Qwestat 49, As Mr. Klick explains,
Qwest’s study 15 statistically mcaningless because it failed to undertake  the type of
comprehensive, granular correlation analysis necessury 1o test whether the relationship between
vestiient and expense per line has, i fact, changed.  Klick Reply Dech *% 77-79 Thus, for
example, Qwest failed to control tor relevant macrocconomic variables, such as population and
cconanue growth factors, and other factors that vary geographically. 7 * 79, On the other
hand, emploving a rigorous and granular analvsis of the relationship between expense and
investment. AT&T witnesses have demonstrated that there is a strong correlation between
expense and mvestment, and that expense-to-investment ratios  are a valid mechanism for
depicting this correlation. f/ ¢ € 80-81.

2. ACEs Do Not tinderstate Certain Fypes Of Expenses,

I uddiion 1o their general clavm that the Contmission should use embedded oxpenses,
Qwest and SBC claim that the Commission should Himit state diseretion with respect to certain
specific expenses: Gererad Support Assets ("GSA™) expenses, product management and sales,
and the shared cost abiocator. None of these clatms has merit,

GSA Expenses. Inovet another atteript to get the Commission to vesolve spectfic clams
that Qwest 1s currently pursuing in federal district court, Qwest arvues that the Minnesota

commission has mceorrectly caleulated is GSA expenses. Qwest at 50-51 This claim s

{. .. continued)

the CLEC cost studies criticized by Qwest, which caleulated forward-looking expenses only for
those UNIEs that were actually at issue in the particubar cost proceeding. See Utah PSC Docket
No. 02-049-85, Transcript of Proceedings held January 10, 2003, at 847-848 (testimony of
Douglas Denny)  ("For example, unlike Quwest’s cost model, the CLECS™ cost model in the
Qwest region did not caleulate the expenses associated with non-recurring costs, collocations, or
many of the more than 100 other elements on Qwest's whalesale price list.™)
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completely baseless. and in all events s certainly no basis for moditying the Commission”s
TELRIC rules.

The Commission’s rules properly forbid state commissions from adopting UNE rates that
include any GSA expenses that support sefail operations, because CLECs do not have access to
Qwest's retail capabilities.” Rather, CLECs aceess only the network itself and employ their own
customer service representatives and provide them with any necessary desks, computers and
Cars.

Because Qwest and other incumbents have long been monopoly providers of local
telephone services, their GSA expenses. as reported to the Commissian, are eenerally the only
publicly available data recarding GSA expenses for local telephone companies, Accordingly, the
Minnesota commission. lke state commissions nationwide, relied on Qwest's publicly reported
GSA expenses as & slarting poini for estimating the forward-looking GSA cxpenses of an
cffrcient carrier. AN Final Decision® 65 Owest's reported data, however, could serve only as a
starting point, because Qwest's reported GSA expenses include all of its GSA costs. including
those related solely to QwestUs retail operations - g, the cars, desks and computers that
Qwests retail customer services representatives use. The Minnesota commission thercfore
removed retail-only costs from Qwest's reported ageregate figures. But even embedded GSA
costs (excluding retail-only costs) are not the proper measure. The Minnesota commission could
not mercly assume that Qwest’s GSA costs, which reflect that Qwest has historically faced littie
competitive pressure to be efficiont and cut costs, are those that an efficient carrier would incur
today. Local Competition Order *% 704-711. Accordingly. the Minnesota commission adjusted

the GSA figure so that it represented the GSA costs that an efficient forward-looking carrier

© See 47 CF R § SL.505(e)2)() (" The sum of the wllocation of forward-looking common costs
for all clements and services shall cqual the total forward-looking common costs, exclisive of
retail cosis™) (emphasis added): 47 C.F.R. S 51.5051d) (2.
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would incur. MN Final Order® 65, Beeause the officient forward-looking direct network costs
are lower than Qwest’s bloated book costs, this standard process produced an appropriately
reduced and cfficient forward-looking wholesale GSA cost estimate. fd.

Quwest is wrong in contending that an adjustment to its reported GSA costs to remove
retail-only costs was unnccessary because those costs are automatically removed when the per-
unit UNE prices are calculuted by spreading costs over all units of demand, mcluding the portion
served by the [LECTs retail operations. See Qwest at 51 0,124, The ealeulation of per-unit UNE
costs is infended to ensure that purchasers of UNEs pay only that portion of the costs of the
wholesale network, including GSA costs needed to provide wholesale services, that they in fact
use. Caleulation of per-unit UNE costs does ner allocate an “appropriate share” of Qwest's GSA
costs between Qwest and CLECSs, as Qwest claims. See i To the contrary. because Qwest
must bear 100% of the retuil-only GSA costs, those costs must be stripped out hefore the purcly
wholesale costs (including GSA)Y are allocated among users of the wholesale network. Failing to
remaove retail-only costs trom the GSA cost belore spreading those costs across all lines would
have required CLECS 1o bear a portion of these retarl-only expenses. i direet vielation of the
Comprssion™s THLRIC rules.

Product Management and Sales Expenses. Equally bascless is Qwest™s elaim (u 52-
53) that CLEC cost maodels exclude some of Qwest's relevant product management and sales
expenses. The HAL maodel includes costs for service order processing. paviment and collections.

billing inquiry and billing systems."®  There is no basis for meluding what Qwest calls its

' See Utah Tr. at 851 {testimony of AT&T s witness Dennyvy. Indeed. Qwest has not disputed
in State proceedings that the total of all of the expense factors i its own “ICM™ cost model,
which includes a factor for product management and sales, s roughly equal to the total of all of
the expense factors in the HAT model
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expenses “ussociated with product management and certain other wholesale functions™ (which,
in state proceedings, Qwest has deseribed as “product management and sales™ expenses).
Qwest has yet to demonstrate that its product management and sales CXpenses are
attributable 1o providing UNEs and interconnection to CLECs, much less quantified such costs.
Such costs, as recorded in Qwest’s ARMIS accounts, are “for all wholesale and retail product
management and sales.”™™ As the Utah commission has stated. many of these costs “are cither
Joint with arcas of [Qwest] that are not related (o wholesale activities. or are only joint with
specific wholesale portions of [Qwest].™” The Utah commission hag properly found that the
HAT model’s approach to exchuding these costs is “a reasonable attempt to remove the costs that

arc Joint 1o other arcas of Quwest's operations, but are not {oint to all wholesale activities or are

- s
not common to Qwest as a whole.

Quest has never made any effort to prove the nature and amount of its product
management and sales expenses, or their relationship to its wholesale activities ™ Moreover.
Qwoest has made no attempt to show that 1ts preposed product management and sales CX]ICIISCS
arc those that an etficient carrier would incur™  And Qwest's proposed expenses for Tproduct

managerrent and sales™ would include. for example, Quest’s costs of des eloping products thit
CSee Quwestat 32-33; Divect Testimony of DAL (Marti) Gude on Behalf of Qwest Corporation
in Washington UTC Docket No. UT-023003. Ju the Matter of the Review of: Unbundled Loop
cand Switching Rates; the Deaveraged Zone Rate Zone Structire: amd Unbundled Nenwvoirdk
Elements, Transport, and Termination, filed June 26, 2003, at 7. 16. 19 {describing “product
Managemaent and sales”™ expenses as part of “marketing costs™).

3% : o .

Utah Tr.at 869 (Qwest’s witness Gude) {emphasts added).

Y Utah Erranun Report at 8

M Id. Sce also Utah Report at 14,

See Utah Tr. at 876 (testimony of Qwest's witness Gude) (providing list of functions provided
by Qwest's product managers, but admitting lack of personal knowledge ot what these functions
entail or the extent to which product managers actually perform these functions).
a2 . : : .

Qwest has admitted that it has not conducted # reasonablencss review of these expenses. Utah
Tr at 865 (testimony of Qwest's witness Gude)
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Qwest developed but decided nor to offer to CLECS and other services for which CLECs gain no
benefit. ™

Shared Cost Allocator, SBC too takes a stab at trying 1o gain Commission blessing of
one of its current litigating positions --the proper treatment of “shared costs,” which SBC
describes as activities associated with wholesale marketing and uncollectibles. See SBC at 77,
In the Ameritech region, SBC has used a “shared cost allocator” in its cost models. The purpose
of this allocator is ostensibly 1o develop a cost fuctor to determine what pereentage of SBCs
“shared costs™ should be recovered from UNE purchascrs.  To compute the allocator, SBC
divides its “wholesale marketing costs™ and “whalesale uncollectibles cosis™ by wholesule
dircet conts™ (which consist of a portion of the total forward-Jooking dircet costs computed by
SBCYL See SBC at 77.

As SBC notes. CLECs in the region have advocated changing the fuctor to include
whalesale revenues (rather than whelesale direct costs) mothe denominator; SBC asks the
Commission o “clarity™ that such an adjustment would be tternally inconsistent. SBC at 77.
The Connmission need not amend its rules or take any other action to referee this sort of state-
specitic disputer the issue arises from the nature of rate cases in the Ameritech region, where
SBCs the only party that submits a cost mode!. Where conceptual or other crrors are identiticd
1 SBCs models, CLECs, who have limited mformation, suggest the most workahle or practical
fix based on the data available to them.

This is such a case, because SBCs praposed “shared cost allocator™ is itself mternally
mconsistent and riddled with flaws. For one thing, SBC defines “the wholesale services™ that it

uses to attnbute shared costs to its UNEs far too broadly.  SBC includes within “wholesale

 See Cross-Examination Exhibit 14 in Utah PSC Dockel No. O1-049-85, supra (deseribing
numerous USOCSs that Quwest's product managers decided not to offer with the UNFE platform to

CLECS).
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marketing  services™ such products as switched and  special access, compensation with
independent exchange carricrs, and services to payphone providers - none of which have
anything to do with UNIEs. Sccond, the “total wholesale direct costs™ used by SBC in its cost
study were too unreliable to be used as the denominator of the allocator, because the analysis
used to derive those costs was filled with obvious errors ™ Indeed, SBC's entire approach of
calculating the allocator was internally inconsistent, because SBC used embedded data in the
numerator, and “orward-looking” data i the denominator, Starkey Fischer Testimony at 96,

In response, CLECs suggested the most practical fix available. CLECs adjusted the
wholesale marketing costs in the numerator of the shared coast allocator to define expenses
attributable to GNEs with mare specificity than SBC's broader “whalesale services™ approuch.
As aresult, SBCTs total wholesale direet costs could no Tonger be used as the denomimator of the

allocaror” and so CLECs suggested the use of UNEF-specific revenues instead. Both marketing

- , a8
expenses and uncellectibles are more causally related 1o revenues than to direet costs.

Morcover, using data on UNE-specific revenues - which SBC had already provided in discovery

wis preferable to recomputing wholesale direet costs. which would have required assumptions

o See Initial Testimony of Michael Starkey and Warren Fischer filed January 200 2004, in
Michigan PSC Case No. U-13531, The Commission’s own Motion 1o Review the Cosis of
Telecommumications Services provided by SBC Michigan, at 96 (“Starkeys Fischer Testimony™).
For example. SBC included both regulated and non-reguluted data in its common cost numerator
and 1ts direct cost denominator; included 1ts non-cash transitional benefit obhigations as an
“expense™ failed to reduce 115 expenses ta refleet eredits from ponsion settlomentss and failed to
account for merger-related savings. fd at 45-69.

* See Starkey/Fischer Testimony at 72-82. Before using this ratio in caleulating UNE shared
costs, the CLECs removed all costs specitic to product advertising, because SBC does not
advertise or perform any other activities intended to stimulate the purchase of UNEs, Jd at 75-
g0.

¥ Jd at 97-98. For example, the amount of uncolleetibles is likely to vary relative to the
amounts of SBC's revenues, and fess likely to fluctuate with SBCs costs of producing services,
Furthermore, the higher the revenues (and profits) generated by a product. the more hikely it is
that SBC will increase its marketing costs to stimulate demand for that product. /e
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regarding demand (existing and future) that would have been contentions and of questionable
validity *’

H. Rate Deaveraging.

There is no question that the Commission must continue to require states to implement
geographic deaveraging of UNE rates.  Competitive entry into local telephone markets is
eritically: dependent on ensuring that the costs incurred by competitors-—i ¢, the UNE rates
charged by incumbents- mimic the incumbents” farward-looking costs, Willig Decl. €0 145.4%.
Because these costs vary significantly by population density, averaged UNE rates could only
discourage cfficient fucility investment, cncourage inefficient arbitrage. and denvy many
consumers any opportunity for competitive choice. ol ™

Contrary to BellSouth’s claims. NERA  (BeliSouth) Decl. €€ [13-114. ceagraphic
deaveraging is appropriate even where states have not implemented setail rate deaveraging,
Whether a state has implemented retail rate deaveraging has no impact whatsoever on the cost
cconomics that are the touchstone for geographic UNE rate dea cragimg. Willig Decl. € 146,

The relevant cconomic tssue is whether the UNFE rates that CLECs must pay nirror the costs of

T There s also no buasis for SBCTs criticism of the decisions of some State commissions 1o use
total company-wide direct costs (both wholesale and retatl) as the denomimator of the shared cost
allocator. See SBC at 77 n 109 In the decision cited by SBC, the Wisconsin commission placed
certain “competition implementation costs™ into a shared retaibwholesale account, which
resulted in the sharing of such costs both by SBCs whaolesale products and its retail customers,
These costs included the costs of implementing this Commission’s rules, negotiations and
arbitrations conducted pursuant to section 252, Dtigating disputes regarding intercannection
agreements, and litigating proceedings regarding TELRIC rates.  The Wisconsin commission
explained that these types of costs should be shared because they were meurred in connection
with the opening of the local exchange market to competition, which benefits both retail and
wholesale customers of Jocal exchange service. See Wisconsin UNE Order at 30-34.

* For this reason, the Commission should reject Qwest’s proposal (at 61) to consider non-cost
mmplications of deaveraging, j.e., “marketing and operating limitations.”™ when deaveraging by
geographic arca.  Likewise, as long as the state commission deaverages based on cost
differences, there is no legitimate basis for the Commission 1o adopt Qwest's proposal (at 61 to
arbitrarily limit the number of UNE zones that a particular state may adopt.
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the incumbent. 7 11 the incumbent enjoys a cost advantage i any geographic area, competitive
entry will not be cconomically viable in that arca, regardless of whether retail rates are
deaveraged. fd The incumbent always will be able 1o charge a lower retail price to the end-user

as a result of the incumbent’s lower costs, reg

=]

ardless of the retail rate structure adopted by state
commissions. /d.

Likewise, there is no merit to the Bells™ claim that geographic deaveraging of UNFE rates
undermines state subsidy mechanisms, According o the incumbents, some states permit
incumbents to charge higher rates in urban arcas. to subsidize lower rates in higher-cost rural
arcas. where they are required to provide service.  As a result. these incumbents argue,
geographic UNE rate deaveraging permits competitors to enter only in the urban arcas. and to
charge lower rates than the incumbents, thereby requiring the incumbents to respond by charging
rates i urban areas that match those of the competitors. NERA Deel. (BellSouthy *¢ 1132114,
This reduction in urban revenues. the incumbents assert. is unfair and undermines thewr ability to
use urban revenues to cross-subsidize lower retail mtes in rural arcas. fd The problents with
this argument are that it (17 presumes (without proot) that urban tates do subsidize rural rates and
(2) holds the development of effective local telephone competition hostage 1o state policies of
maintaining uncconamic implicit rate subsidies.  See, e Tevas PUC v 1FCC 183 F 3¢ 393,
424-425 (5th Cir. 1999): Alevco Communications v. FOC, 201 F.3d 608, 622-623 (5th Cir.
2000}, And that is precisely why the Act forbids the Commission from adopting tmplicit
subsidics to fund universal service. 47 U.S.C. S 254(c}. To the extent that a state requires an
H.EC to maintain a non-cost-based geographic retail rate structure, the 1LECs appropriate

remedy is to seek explicit subsidy funding, not to distort its UNF rates.
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L Non-Recurring Charges

As the Notice recognizes, non-recurring charges ("NRCs™) “can be a serious barrier 1o
entry.” because they “constitute an upfront cost to the competitive TEC that is generally not
recoverable 1 it subsequently Toses the end-user customer served with the UNE Notice ® 114,
Sce also Virginia Arbitration Order ¢ 555: Local Competition Order © 745 Accordingly, it is
exceedingly important that the Commission’s TELRIC rules confine NRCs to the minimum
appropriate levels that reflect only non-reusable “upfront” costs that an cfficient network
provider employing cost-minimizing mechanized processes and technologies would actually
meur fo provision UNEs.  This is an arca in which the TELRIC rules have long needed
clarification. The Bells have since 1996 attempted 10 use ambigwitics in the existing rules to
impose competition-toreclosing NRCs that bear no relation to efficient tor ard-looking charges,
and the Cormmission s vet to act onthe reconsideration petitions filed nearhy eight veurs oo 1o
close off pereeived foopholes. The Bells now urge the Commission 1o make matiers sworse by
undoing state commuission cfforts to cabin NRCx to reasonable Tevels and requiring NRCx to be
caleulated indirect viokation of the most basic principles of forward-Tooking cconomic cost-
bused pricing.

In particular, the Bells urge the Commission 1o require that NRCs be based on their actual
Cout-of-pocket”™ costs, rather than on forward-looking costs that reflect the Teast-cost. most
etficient technology. Bellsouth at 46; Qwest at 33: SBC at 79-80: Verizon at Vi, 77, For the
same reasons discussed herein and in AT& TS opening comments in connection with reCUITIY
costs, the Commission should reject the Bells™ “actual cost” standard and continue to require that
NRCs be determined by reference to the processes that an efficient competitor, using the least-
cost, most cfficient available technology would employ. See AT&T at 104; Murray Decel. ** 20,

22,126,136, 184, 191-92; Murray Reply Decl. *% 66-81.
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The Bells argue that their “actual cost™ standard is appropriate because their non-
recurring costs already are cfficient, duc to their strong incentives to reduce their non-recurring
costs as much as possible. Sce ; BellSouth at 47; SBC at 82: Verizon at 7981 But 1LEC cost
studics can, and da, reflect inctficient practices even when the ILECs thomsclves strive 1o
contain their non-recurring costs.  The evidence is clear that the ILECS™ networks are replete
with inefiicient non-recurring practices that would be absent in an efficient, forward-looking
network, See AT&T at 106 Murray Decl. % 180-181. Given these inefficiencies, the TLECS
argument amounts to the asscrtion that they have “incentives” to do the best they can with their
currcnt networks, Fven if that s the case. such incentives are insuffictent to drive costs down (o
forward-looking levels. Murray Reply Decl. *% 73-74.

Also. in the “real world™ that they repeatedly cite, the TLECS have every reason to be
inefficicar m performing non-recurring activities on behall of CLECS in both cost and
performance-—because the CLECS are their competitors, Using inefficient practices cnables the
ILECS to continue their monopoly by inflating theiv costs (and thus the prices that they charge to
CLECs) while providing CHECs with madequate service. AT&T at 1062 Murray Decl. € 124-
133 NMurray Reply Decl.® 80 n 94

The error in the Bells™ “incentive™ arowment made clear by an examination of the various
“incentives”  that they cite. See id ** 74-79. For example. the Bells argue that they have

incentives to be efficient because: (1) most of the non-recurring activitics that they perform for

¥ Qwest asserts that any concerns about the ILECs incentives to be efficient “are addressed by
the possibility of adjustments bascd on actual marketplace evidence of known and mceasurable
ctficiencies achieved by other carriers.”  Qwest at 550 But Qwest’s assertion amounts to an
admission that the ILECs” current networks are nor efficient - and that the specific “incentives”™
cited by the other ILECs have been ineffective. In any event, Qwest provides no description on
when or how the purported “adjustments™ would be made, what “cfticiencics achieved by other
carriers” would be included in the adjustment, or what criteria would be used to determine
whether the efficiencies were “measurable.™
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CLECs are similar to those performed in their retail operations: (2) price caps and competinon
give the ILECs a strong incentive to be efficient: (3) non-recurring tasks performed exclusively
for CLECs have sypically been developed in State collaborative proceedings; (4) the various
performance measurements and scrvice quality standards (including the penalties that 1LECs
must pay for failure to meet the applicable benehmarks) give TLECs an incentive to maximize
effictency: and (S) beeause the NRCs preseribed by state commissions are “low,”™ it would be
counterproductive for TLECs to utilize costly, incflicient processes that would increasc their
costs without any corresponding increase in revenues.  See Verizon at 79-81; SBC at 82;
BellSowth at 47, Fach of these "incentives.” however, is llusory.

Fhat TLECs perform some of the samie nor-recurring tasks for retail and wholesale
customers gives them no ineentive to be efficient. See Verizon at 79, Many of the non-recurring
activities performed by TLECs for CLECS, particulary those involving UNE loops, have no retail
analog. Murray Deel € 26177 Even where retail analogs exist. many of the retail NRCs for
those activities do not reflect forward-looking costs, £ ¢ 262-263,

Nor do price caps and competiion give 1 ECs sutlicient incentive to be efficient. As
proviousiv discussed, price caps can give HLECs anineentive to be inefficions. Sco Murray Deel,
€OOINS-INOD NMurray Reply Decl ® 7600 Selwen Decll % 122250 And compettion is oo

insigmificant 1o give the 1LECS any presumption of efficiency. Willig Replv Decl. ® 50,

' In the case of non-recurring activities involving UNL loops, the ILECS have every meentive to
be inefficient, not only because there are no retail analogs to such activities but also beeause the
non-recurring performance in connection with UNE Joops for CLECs using their own switching
are morce extensive (and thus more costly) that those involving the UNE platform. That ineentive
to be incfficient will only increasc if the ILECs suceeed in their goal of denying CLECSs the
ability to order the UNE platform, which more closcly rescmbles the service that the 1LECs
provide to their own retail customers. Murray Reply Decl. © 79,
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The Bells® reliance on the development of non-recurring tasks in Ccollaborative
procecdings™ is wholly misplaced.  See Verizon at 80-81: BeliSouth a1 47, AL mast, those
proceedings primarily involved the adequacy of certain specific tasks performed by the 1LECs
for purposes of Section 271 applications—not the determination of the speetfic efficient task
times or the frequencies with which the tasks would need to be performed.  The latter two
clements are critical components of a non-recurring cost study.  Murray Reply Decl. * 77,
Similarly, the performance metries and penalties cited by the Bells provide no incentive 1o
merease their efficiency, because the metrics and penalties are based an the ILEC's actual tasks
and task times in their current networks— not on those of an efficient carrier in a forward-looking
network. /e * 78 And even then, the Bells have incurred enormous penaltics for failure to meet
performance stundards (and at least one 1LEC, SBC. is attempting to recover those penalties
from the CLEC through a mark-up on UNEs). /d/

The current levels of NRCs simifarly do not give TEFCs “every reason to make their
wholesile operations the Towest cost possible.”™  See Verizon at $0-81. If. as the Bells allege,
there are “hizarre™ diserepancies between NRCs prescribed by States for the same activ iy few.
SBC at 801 {LECs will have no incentive 1o be efficient in states where the NRCs exeeed
forward-looking costs.

Finally, the ILECs® arguments that they have sufficient incentives to be efficient are
belied by their defense of their current inefficient activitics, such as manual processing and loop

conditioning, in this proceeding. See Qwest at 23-24; Verizon at 88: BellSouth at 49-50: M urray

'In arguing that an ILEC would not have an incentive to “suddenly start acting netficiently™
when a State commission is about to launch a proceeding to establish UNE rates, Verizon is
simply sctting up a straw man. Sce Shelanski (Verizon) Decl. € 590 An JLEC has an incentive to
be inefficient at any time, as long as it can use those inefficiencies fo inflate NRCs and mpede
competition. Murray Decl. ¢ 80 n.94.
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Decel. © 181 Although Quwest attacks CLECs and State commissions for adopting flow-through
rates that “assume away ™ fuxed orders and assume “fully sutomated systems that exist only in
the imaginations of the CLECS' advocate-directed consultants,” the Arizona commission
correctly found that such criticisms “fail to recognize efficiencies that would likely be realized
with a fully mechanized OSS system.™  As discussed below, the 1LECS' current practice of
loop conditioning would be unnecessary if they had implemented industry guidelines established
decades wgo. I the HLECs have declined to end these putently inefticiont activities even under
the current TELRIC standard, they will have even less reason to do so under the “actual cost”
standard that they advocate here.™

The “Reusability™ Principle.  The Commission should also limit recovery through
NRCs 1o those costs that “exclusively benefit the competitive LEC ordering the UNE.”  See
Notice 12 AT&ET at TU-T130 I a facility can be used by subsequent carriers (including the

TLEC stselfy or for Tater orders without change. the costs associated with that facility should be

" See drizona UNE ()m’u At 08-690 Qwest at 23240 Nurray Deel ** 196-202. The Arizona
contmission singled ut by Qwest is but ane of several State commissions that hus agreed with
the CLECS that inan efficient. forward-looking network. the rate of manual fallont attributable 1o
CLEC errors or omissions should be only 2 percent. See ireinia Arbitration Order € 592 &
n IS24 (adopting CLECS prog mscd 2 pereent rate tor CLEC-caused manual fallout and notine
that “several state conminussions’ have adopted the same rate), Simikarly, although Verizon
claims that it has not automated certain tasks 1h it it performs exclusively for CLECs hecause
they are “porformed infrequently,”™ “complex,™ or “simiply cannot be automated,” it provides ne
data or details that cither support its contention or call into question the 2 percent CLEC-caused
fallout rate approved in the irginia Arbitration Order. See Verizon at 80,

+ Contrary to the Bells™ asscrtion, their “actual cost™ standard would not make the rate. setting
process more predictable and less subject to speculation than the current TELRIC standard. Sec,
e.g.. Verizon at 81; SBC at 80. Experience has already shown that the ILECs lack data on their
“real-world™ practices, particularly at the level of detail needed to establish NRCs. Murray
Reply Decl. % 67-72. Even if such data somchow becanie available, the use of a “real-world™
approach would require statc commissions to resolve contlicting testimony by subject matier
experts on a wide range of issues, including the adequacy of time and motion studics and the
reasonablencess of the ILECs practices. See AT&T at 105 Murr ty Decl. €0 160-171, 178
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treated as a recurring charge, because they benefit Jater users.™ This approach allows the 1LEC
the opportunity for full recovery of its total forward-looking costs, prevents double recovery of
the costs of non-recurring activitics, and cnsures that the costs of a reusable activity are not
unfairly imposed entirely on the first user of that activity, Sce AT&T at 110-113; Murray Reply
Dech ** 11, 83,

The Bells, by contrast, argue that they should be allowed to recover the costs of any one-
time activity “up front™ fram the CLEC that originally ardered the activity, regardless of whether
the activity 1s reusable. Verizon at vit, 81-85; SBC at 83-88: BellSouth at 47; Qwest at 56. The
Bells claim that their propasal is necessary to ensure that costs are recovered in the manner in
which they are incurred, consistent with principles of cost causation. In fact. only the reusability
test satisties this standard. Murray Reply Decl. €¢ 11, 82-83.

The reusability test recognizes that the costs of any activity which produce a reusable
asset (such as a loop that is connected end-to-end from the customer’s premises to the central
office or a “conditioned™ loap) should be recovered as recurring costs - and that only the costs of
non-reusable activities are appropriately charged up-front. By authorizing a NRC for the costs of
cirvone-time activitv, the Bells™ approach. by contrast. would Tead o deuble recovery.
unfairmess, and anticompetitive results that the reusability test s designed 1o prevent. See

Murray Deel. ® 246, 253 Murray Reply Decl. €0 83,90,

M Under the reusability test, the TLEC itself can be asubsequent user that benefits from o facitin
that the ILEC originally installed for a CLEC. For example, if the ILEC provides and connects a
loop for a CLEC, the ILEC will be a subsequent user (and beneficiary) of the foop tf it wins back
the customier, and the costs that were incurred in creating the reusable facility (such as a cross-
connect at the FDI) would be treated as & recurnng cost. Murray Reply Decl * 83 n.98,
FSee Local Competition Order ® 751 (requiring state commissions to “ensure that nonrecurring
charges imposed by incumbent LECs are cquitably allocated among entrants where such charges
are imposcd on one entrant for the use of an assct and another entrant uses the asset after the first
cntrant abandons the asset™). One Commission decision on which Verizon and SBC relv (SBC
at 88 n.123; Verizon at 83 n 121} recognized the “reusability™ standard in the context of
{continucd . . )
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Fhe Bells™ eriticisims of the reusability test border on the frivolous. The Bells™ principal
arguments - including their claim that the reusability test would cause them to be the CLECS
“banker,” to “subsidize” CLECs, or to face a substuntial risk of nonrccovery (see BellSouth at
47; SBC at ¥5-806: Verizon at 77, 81-84)--are based on a strawman,  See Murray Reply Decl.
% 85. The reusability test would simply require that particular costs be recovered through
reciring charges if they create an asset that has enduring value and can be re-used by
subscquent carriers. /b Contrary to the TLECS™ suggestion, it does not shift true nonrccurring
costs to recurring charges or prevent ILECs from fully recovering their forward-looking costs,
Instead. 1t ouly requires an ILEC to recover costs that ereate a reusable asset through recuiring
charges. fol €0 11-12. 85, Thatis not a subsidy. /d

‘There 1s no merit i the Bells™ assertions that aliowing them to recover the one-tinie costs
of reusable activities threugh recurrimg costs 18 necessary to avold violating “competitive
neutrality.” See Qwest at 56-57; SBC at 86-87:. Verizon at 81-82. 11 costs are attributable to
more than one carrter, these costs should be borne equally by all carriers that could have
ceaused” the cost by ordering the sctivity. Such an approach is competiinely neutral. and there
15 no subsids s Murmy Reply Deell® 840 The Bells™ approach, by contrast, would impose the
entire costs of a reusable activity on the ordering CLEC, while giving subsequent users a free

ride. Murray Decl. € 250: Murray Reply Decl. 84,7

(... continucd)

collocation, by ordering LECS to make refunds in situations where the LEC imposed recurring
charges on an initial intereonnector to recover common phiysical collocation construction costs in
a central office when at least one subsequent interconnector takes service in that central office
and uses those same asscts, See Expanded Interconnection Order ® 50,

" Although SBC asserts that the reusability test would require CLECs that manage to keep
customers for longer-than-usual periods to subsidize CLECs with greater customer chum (SBC
at 80}, that result could only occurs if an [LEC could insist on collecting disconnection costs
from a CLEC at the time of installation and discount them to reflect the time value of money.
See Murray Decl. ® 275; Murray Reply Decl. © 94,
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The Bells are equally off-base in attempting to defend their approach as « NCCCSSUTY
incentive to CLECs to avoid ordering “unnecessary™ one-time activitics or making “inefficient”
entry deetsions. See, e.g., Verizon at 790 BellSouth NERA Deel. ® 105, CLECs have no reason
to order services that they do not need. Murray Reply Decel. @ 89; Riolo Reply Decl. *F 87-85%.
Morcover. the example of an “inefficient entry decision” cited by Verizon is a CLEC s decision
to use a UNE loop to provide DSL service. Verizon at 79, The Commission’s Tricnnial Review:
Order (£ 258), however, has determined that such u decision s cconomically efficient, By
contrast, allowing the HLECs to collect NRCs up-frent for the costs of reusable activities woutd
not only act as a barrier to entry, but reduce the ILEC s incentive to develop more cfficient
processes. Murray Decl. AT&T at [13: Murrav Reply Deel. €% 79, 907

Fhe Bells™ professed fears of the risks of nonrecovery are also implausible. Significantly,
the Belis do not contend that they have aciialiv experienced such problems since the 1996 Act
was passed, even though the Zocal Competition Order authorized state commissions to require
ILECS to coltect non-recurring costs through recurring charges, which involves all of the risks

. . - LR . -
assoctated with the reusabtlity test-—and more. I'o the contrary, the ILECs have frequently

Y Verizon argues that the rewsability test s improper because it s equadly possible that a CLEC
will benefit from a non-recurring task the H.EC performed for its customer.”™  Verizon at 84,
Although the one example of such a task that Verizon cites toop conditioning - is an activity
for which the ILEC should assess no charge to customers, whether retail or wholesale, see id.;
ATET at TT6-F19, the reusability test is entirely proper because its application will ensure that
the CLEC does help to pay tor the forward-locking cost of a network that does not require loop
conditioning.

* Verizon argues that cven leaving aside the issuc of the risk of nonrecovery, it is “unlikely that
the ILEC could fully recover its non-recurring costs through recurring rates,” because “such
charges would have to be spread across an estinate of some measure of forward-looking usage
over time™ - which would require accurate forecasts of the number of CLECs who will use the
facilitics in question, the average length of time the CLECs will use the facilitics. and the
selection of the number of years over which to recover and amortize the expense. Verizon at 84,
(emphasis i original). This argument, like many of Verizon's other arguments, is based on the
erroneous premise that collections for non-recurring costs that generate non-recurring benefits
would be shifted to recurring charges under the reusability test. Verizon's areument is also

(continued . . )
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been willing to weive collection of non-recurring charges for their sefaif customers (in cases of

customer winbacks, for example). Murray Reply Decl. * 87, In the wholesale market, where
many of the CLECs are large corporations and have every incentive to pay their bills in order to
continue service, the possibility of nonrecovery is remote, notwithstanding the 1LECs’ purparted
concerns about “churn™ and CLEC bankrupteics. And even if the ILEC does not fully recover
the casts ol a reusable activity through recurring charges 1o the inftial CHEC, it wil) have every
opportunity 1o recover those costs from subscquent users of the same facility. See Murray Decl.
268 Murray Reply Decl. * 86

Moreover, it ts utter nonsense for multi-billion-dollar 1LECs such as Verizon and
BellSouth to suggest that the risk of such nonrecovery would threaten their financial viability -
and thus entitle them to the protection of a “risk premium.™ Indeed. the rationalization of these

LECs thut CLECs can stmply obtain third-party financing if they find it difficult to pay the costs

(... continued)

flawed because it ignores the fact that the forecasts that are actually required (such as the
forccasted ceonomic Iife of the tucility and the demand for the facilitv) are commen (o all
recurring cost caleulations. Murray Reply Decl. * 87 0,101,

MV erizon and SBC repeatedty aite (Verizon at 77 n 117, 82 0 120, 83 n 121 SBC at 84 n. 114,
86 n.119) the Commission’s 1987 Non-Recurring Charaes Order as supportive of their view of
appropriate TELRIC principles, but that decision was made more than nine years betore the
Commission promulgated its TELRIC rules in the Local Competition Order.

6l o . . " . . ..
" See Verizon at 85 (arguing that “recurring rates would have to include an additional risk

premium to compensate for the added financial risk™ of underrecovery if 1LECs were required to
recover non-recurring costs through recurring rates): BellSouth at 47 nd1; NERA (BellSouth)
Deel. ® 105 (arguing that “the failure to provide ‘just-in-time” compensation to an 1LEC could
mterfere with the ILEC™s own viability as a business and its plans for long-term investment,” and
therefore would require a “return component in the cost caleulation to compensate the incumbent
for the added financial risk that it faces™).  Cf AT&T at 31 (describing Verizon's recent
announcement of a multi-billion-dollar fiber-optic investment initiative that rivals in scale “the
construction of the Roman agueducts™): Murray Reply Decl, ¢ 85-86.
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ol onc-time activities “up front,” Verizon at 83, is not only incorrect as an practical nutter, but
smacks of sheer arrogance. See, e.g., Murray Reply Decl. ¢ 64,

Finatly, the Bells™ assertion that the reusability test would lead 1o substantial increases in
recurring charges 1s unaccompanied by any supporting basis.  See Verizon at 85; SBC at 85.
Only in a very few instances (if any) would the rcusability test result in transferring existing
NRCs to recurring charges, and only if the costs are currently misclassified as non-recurring
costs. Instead, the reusability test would efiminate the double-counting of costs. Morcover, the
costs of activitics that create reusable assets may alrcady be included in recurring charges, or
may be unnccessary in a forward-looking network. Thus, it is highly unlikely that application of
the test would materially affect current levels of recurring charges. Murray Reply Decl. * 84,

For these reasons, the Commission should allow the assessment of NRCs only to vecover
the costs ot activities that exclusively benefit the ordering CLEC, and should require TLECS 1o
recover through recurring charges the costs of any onc-time activity that can. or docs, benetit
subscyuent users,

Disconnect Charges. As AT&T explaimed in its opening comments. disconnect charges
should be ussessed only when the CLEC actually cancels service aond the factlitios in question
wiil wetually be disconnected. An TEEC plainly does nat incur the costs of disconnection unless
and until the facility is actually disconnected.  Allowing the 1LEC to assess disconnection
charges at the time of installation and without regard to whether the facilitics will actually be

disconnected would therefore violate principles of cost causation, require CLECS to pay for costs

°l SBC opposes the adoption of a refund mechanism even if a non-recurring activity benefits
subsequent carriers over time, on the ground that an ILEC tself incurs such costs without the
availability of a refund mechanism when it performs activities, such as cross-connects, for retail
customers. SBC at 88, But SBC™s argument suggests again suggests that these costs are, and
should be, recovered from recurring charges (which an TLEC can recover from cach user over the
assct’s cconomic life). Murray Reply Decl. € 91 n. 104,
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that the [LEC has not meurred (and may never incur), and crect entirely artificial barriers to
entry, AT&T at 114-116,

‘The Bells™ opening comments only contirm that the Commission should clarity that (1)
disconneet charges may never be imposed when a CLLEC orders service and (i) may be imposed
when @ CLEC customer discontinues service only if the ILEC will actually disconnect the
facilities used to provide service to that customer. Quwest, for example, acknowledges that
facilities often are not physically disconnected when a customer termimates service provided by a
CLEC ™ And BellSouth aurees that “a rate structure for UNEs where these costs are recovered
at the time of disconncct is acceptable.” BellSouth at 48-49.

Only Verizon continues 1o nsist that the Commnission should nanctheless allow [LECs to
assess disconneet charges when a CLEC places a UNE order. See Verizon at 86-87. Noene of
their prottered arguments can support this outlier position. Verizon contends (at 86) that
assessing disconnection charges at the ime of ordering is necessary to “shift[] the risk of non-
recovery o CLECS. but there s, inreality, no such “risk™ to shift given that, as other Bells
concede. the facilities generally are not actually disconnected. Murray Reply Deel € 930 And
Verizon's historical practice of choosing to colleet disconnect charges up-front from its captive
retail customers s obviously of no moment. To Justity assessing such charges on CLECS.
Verizon would have to prove that it actually imcurs disconnect charges in connection with every
UNE order and that it could not recover those costs at the time of disconnection. Verizon does
not even seriously attempt to do so. The vast majority of UNE orders, including the few (it any})
orders that trig

ger actual facilitics disconncction when the customer terminates serviee, are

o

.

placed by “repeat play™ carriers that pose no serious uncoliectibles risk . and the Bells already

= See Qwest at 41 (when customer premises connected to the network are unoceupied, “carriers
keep the tine connected to the switch—an cfficient practice assumed by the CLECs™ proposed
NRCS™).
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recover any residual 1.1ncnl]ccliblcs risk directly through the uncoliectibles costs reflected in UNE
cost models and UNE charges. Sce Firginia Arbitration Order © 598, There certainly 15 no
legitimate basis for imposing up-front disconneet charges on aff UNE purchasers to address a
disconneet cost uncollectibles nsk that Verizon has not even proven to exist,

Verizon's proposal 1o discount the disconnect costs for the time value of money
obviously could not cure the clear impropricty of recovering such costs up-front. Verizon at 86-
87. Although Verizon desceribes such a procedure as “relatively simple.” i at 87, it would, in

fact, be extraordinarily complicated

as the Notice recognizes.  Sce Notice Y 128 see also
AT&T at 116: Murray Decl. ¢ 274: Murray Reply Decl. @ 94 And even if sufficient data were
available to perform the caleulation, it would not result in an equitable distribution of present
value among CLECs. Instead. 2 uniform discounting approach would penalize competitors who
retamn customers fonger than others (or that pay their bills), fd Verizon itself, as well as SBC.
recognize that such a result would not only be discriminatory against carricrs with longer-term
customers, but would impair the ability of such carriers to recover their costs. See SBC at 86
(CLECs with Jonger-term customers would be put at a “wholly irrational regulatory
disadvantage™ 1f they were foreed to subsidize CLECs with fur greater customer chur). For
these reasons, the Commission should, as the Wireline Competition Burcau did i the Virginia
Arbivation Order. require that any disconnect charges be recovered only at the time of actual
disconnection. Virginia Arbitration Order %% 596-598.

Loop Conditioning Charges. 1LECs should not be permitted 1o recover any costs
associated with loop conditioning from CLECs, because such recovery is flatly inconsistent with
forward-looking cost principles. An efficient, forward-looking network architecture would not
deploy the load coils. excessive bridged taps. and repeaters that are removed in loop

conditioning.  The [LECS™ current inefficient conditioning activities reflect their fiilure 10
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mmplement decades-old mdustry gurdehnes which call for a network architecture that would
require the conditioning of few (ifany) loops. AT& T at 117,

Verizon and BellSouth are therefore flatly wrong in urging the authorization of
conditioning charges. Sce Verizon at 887 BellSouth at 49, Although Verizon appears to concede
(at 88) that conditiening charges arc imappropriate when the loop Iength is 18,000 fect or Iess, the
recovery of such charges would be inappropriate even for loops of longer lengths, in view of the
forward-looking cost assumptions in TELRIC that provide the TLEC with payment for a Digital
Loop Carrier system whenever conditioning would otherwise be necessary. AT&T at 117, And
BellSouth’™s own recurring cost studies properly reflect an outside plant network without any
load coils or excessive bridued taps. See BellSouth at 49: Murray Decl. * 295: Murray Reply
Decl. ¢ 97,

BellSouth™s attempt to Justify  conditoning  charges as a “financial incentive  to
judiciously request conditioning” makes no sense. See BellSouth a4t 49 No “meentive™ would
be necessary i the 1LECS had implemented industry guidelines. Riolo Reply Decl. © 83,
Farthermore, the notion that o CLEC would unnecessarily request Toop conditioning s
preposterous. fod * 80-88 BollSouth’s further argument that its voice grade network might be
damaged absent such a “tinancial incontive™ is contrary to the reality that loop conditioning can.
and docs. improve the quality of the ILECs network, /o *% 89-91. AT&T agrces that Toop
conditioning charges should not be treated differently under the TELRIC methodology from

other charges, see SBC at 82-83, but that means the Commission should require application of

63 Loap conditioning charges cannot be based on a warped theory of cost causation—i e, that the
CLEC, by ordering conditioning, causes the 1LEC to incur the charges,  See Verizon at 88:
BellSouth at 49, Under proper principles of cost causation, 1t is the /LECs who caused the
charges to be incurred, as a result of thetr failure to implement the applicable industry euidelines.
See Riolo Decl. ¢ 146; Riolo Reply Decl. * 89,
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consistent forward-looking principles to recurring and non-recurting costs (and, thus, the
disallowance of conditioning costs)-—not, as SBC suggests (at 83), the use of the 1LECS” current
networks as the governing costing standard.

The Commission has increasingly recognized the inconsistency of loop conditioning
charges with forward-looking cost principles and the pro-competitive goals of the 1996 Act.
AT&T at 118-119. The Commission should therefore rule that TLECs may not assess a separate
charge for loop conditioning. /d. at 121,

Qwest’s Disagreement with its Minnesota NRCs. In a misguided cffort 1o justify its
proposed “actual cost”™ standard, Qwest argues that the current TELRIC standard has resulted in
resulted 1 a NRC for “basic installation” that are well below cconomic costs. See Qwest at 13,
55 Inpartieular. it attacks the NRCs sct by the Minnesota commission. claiming that are loss
than those set by other state commissions. Fhe Minnesota commission property applied TELRIC
principles and rejected the bloated NRC charges proposed by Qwest.

As the Minnesota commisston recognized, the over S200 “basic instatlation™ charge
advocated by Qwest was absurd on its face and the produced by cost studies containing
numereus TELRIC crrors VN Final Order €€ 1582300 These errors included: (13 the improper
recovery ol disconnect costs at the time when a loop is initially provisioned. and costs of service
order processing for both connecting and disconnecting the Toop: (2) recovery of costs for
manual work activitics that would be performed clectronically in a forward-looking network: (3)
recovery of costs for activitics (such as the participation of two separate work groups in testing
activities) that are unnccessary i a forward-looking network: (4} reliance on tmproperly
computed, and overstated, time estimates for various work  activities: (5) recovery of
nonrecurring costs that should be recovered through recurring rates: (6) allocations of network

refated costs that are not properly attributable to non-recurring charees: and (7) the assumption
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that a CLEC submits a separate order for cach loop that it is requesting. Thus, the Minnesota
commission properly relicd upon the cost studies subnutted by AT&T and MCL which were
based on the efficient costs of providing the services at issue.,

To be sure, other state commissions i the Qwest region have adopted NRCs that arc
higher than the Minnesota comnussion.  But these differences do not reflect any theorctical
deficiency in the TELRIC standard.  Rather, they support AT&T s point that the Commission
should adopt the above-discussed clarifications of the application of the TELRIC rules in the
NRC context and put an end to the Bells™ attempts to exploit ambiguities in the existing rules to

impose competition-toreclosing NRCs that bear no relation to efficient {forward-looking charges,
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